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KEY ECONOMIC INDICATORS 
(Money Values in $US Millions Except as Noted) 


% Change (1) 
1981 82-83 


Income, Production and Employment 


Gross Domestic Product (Current prices, factor 

cost) 74,475 66,453 
Gross Domestic Product (1975 prices, factor 

cost) 307364 23,725 
Gross National Product (current prices) 76,383 69,040 
Gross National Product (1975 prices) 36,851 28,407 
Gross Fixed Domestic Investment (current 

prices) 22, 54k 20), 562 
Government Consumption (current prices) 11,860 22, OLE 
Private Consumption (current prices) , 3 Ger 40,575 
Population (000's) (2) 28,700 29,400 
Per Capita GNP ($ US) 2,661 2,348 
Manufacturing Index, Annual Average 

(1975 = 100) (3) 135; L323 
Mining Index, Annual Average 

(1975 = 100) (3) Led. 109. 
Non-Agricultural Employment Index 

(1975 = 100) ELS TPES 


Money and Prices 


Money Supply (Ml, rand millions) (7) 
Money Supply (M2, rand millions) ‘7) 
Consumer Price Index (1975 = 100) (6) 
Production Prices Index (1975 = 100) (6) 
Prime Bank Rate (7) 


Balance of Payments and Trade 


Exports Excluding Gold, FOB 

Gold Exports 

Exports to the U.S. (8) 

Imports (FOB) 

Imports from the U.S. (8) 

Trade Balance 

Current Account Balance 

Basic Balance 

Gold and Foreign Exchange Holdings 
of which Gold at the Reserve Bank (9) 

U.S. Direct Investment ($ US millions, 
Book Value) (2) (7) (8) 


Public Finance 


Treasury Receipts (CY, except borrowing) 16,703 15,522 i; 224 
Treasury Expenditures (CY, except debt 

redemption) (7) 18,460 17,328 20,544 
Government Budget (deficit before 

financing) (7) LeiS7 1,816 3,320 
External Public Debt (7) 1,029 2,208 2,083 


Notes on Exchange Rates and Data Sources: Rand values have been converted to dollars at average 
annual exchange rates (1981 - R1.00 = SUS 1.15, 1983 - R1.00 = SUS 0.92, 1983 - R1.00 = $US 0.90), 
except for end-of-year data. Primary statistical sources are the S.A. Reserve Bank and the Central 
Statistical Services. Data for Namibia and the "indenendent" homelands are-included in the statistics, 


Data are subject to revision and therefore may not appear here as previously published. \ 


Notes to Table: (1) percentace change calculated on rand data to eliminate the effects of exchange 
rate variation; (2) does not include Namibia; (3) based on physical volume; (4) Sept., (5) Sept. to 


Sept.; (6) average for year; (7) end of year; (8) US data; (9) gold reserves are valued at 90 percent 
of recent London gold fixings. 
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“SUMMARY--A return to Recession While Awaiting Export-Led Recovery 


The second straight year of negative economic growth was witnessed in 
South Africa in 1983. Real Gross Domestic Product (GDP) fell by three 
percent following a drop of one percent in 1982. South Africa had not 
previously suffered a year of economic decline in the post-World War II 
period. The second year of the worst drought in living memory also 
occurred in 1983, as the agricultural sector led the decline in the 
economy. A mini-economic recovery developed in the second half of 1983 
as a result of promising conditioris prevailing during the second half 

of 1982 and the first part of last year. As those promising conditions 
were not maintained, the South African economy will return to a general 
recession around mid-1984. Sustainable recovery awaits renewed strong 
demand for the country's mineral exports, now expected to have a significant 
favorable impact on the domestic economy in late 1984 or early 1985. 
However, starting from the low base reached in 1983, real economic growth 
of two to three percent in 1984 appears likely. 


Largely reflecting the recession, strike activity declined in 1983. As 
measured officially, both employment and unemployment dropped somewhat 
during the year. Employee remuneration is not likely to exceed the 1984 
rate of inflation significantly. Though falling during recent months, 
.the Consumer Price Index (CPI) will increase by an average of more than 
jten percent in 1984, for the eleventh consecutive year of double-digit 
inflation in South Africa. 


Both monetary and fiscal policy are to remain tight in 1984 although 
government expenditure will no doubt exceed the estimated rate of increase 
(at less than the current rate of inflation) announced in the budget 
document for this fiscal year. 


Interest rates, at a record high in both real and nominal terms in early 
1984, should fall later in the year as the current account of the balance 
of payments returns to a surplus position. 


The United States was South Africa's most important trading partner (in 
both directions) in 1983. U.S. exports to South Africa fell that year 
while U.S. imports grew; the United States may well experience a 
bilateral deficit on merchandise trade with South Africa this year. 
Although South Africa will not be an expanding market for most American 
exports in 1984, there remain some promising areas and many more will 
appear or reappear when the country enters the next expansionary phase 
of the business cycle. 


DOMESTIC PRODUCTION AND EXPENDITURE--Slight Recovery Likely in 1984 


In real terms, the South African economy experienced its first year of 
negative growth in the post-War period in 1982, when Gross Domestic 
Product (GDP) fell by more than one percent. The recession deepened 

in 1983, with GDP declining by an additional three percent. Most major 
sectors of economic activity contributed to the decline, with agriculture 
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leading the downturn with a fall of almost twenty-two percent. While 

real GDP recorded increases in the last two quarters of 1983, for the 

first (seasonally adjusted) increases in almost two years, that performance 
was not adequate to overcome the larger fall in the first half of the 

year. For the year as a whole, the only sectors of growth were the 
relatively minor areas of retail trade, finance, insurance, real estate 

and business services, and government, social and personal services. 


Prospects for 1983 initially looked bright. The price of gold moved up 
to over $500 per fine ounce in February; the current account of the 
balance of payments recorded an impressive surplus; domestic interest 
rates had come well off their 1982 peak; and economic recovery in the 
country's major (industrial) trading partners promised improved markets 
for South African exports. The long-anticipated, export-led recovery 
appeared to have gotten underway. Recovery from this source was aborted 
when the gold price plummeted; South Africa's worst drought in living 
memory worsened; economic recovery abroad was not sufficient to benefit 
South African exports as hoped; and market conditions as well as policy 
forced up domestic interest rates. 


Real Gross Domestic Expenditure (GDE) also reversed its downward trend 

in the second half of 1983, but for the year as a whole declined by 

about 4.5 percent, compared to a five percent rise in 1982. Private 

and government consumption created an economic miniboom that began in 
mid-1983 as a result of developments in the first half of the year, but t 


a fall in real fixed investment (9%) and a large de-stocking of inventories 
(almost one billion rand) were major agents in the year's real drop in GDE. 


Individuals have borrowed heavily to maintain their standards of living 
in the face of climbing interest rates and declining rates of growth in 
real remuneration. Private consumption strengthened through July, when 
General Sales Tax (GST) jumped 3 percent to 10 percent for most purchases. 
Personal savings from disposable income fell from 3.5 percent in 1982 to 
an average of about three percent the following year, and significantly 
less than that level by year's end. Most of these savings are contractual 
--insurance and pensions. As the government is committed to a restrained 
fiscal policy, the fragile domestically-based boomlet is likely to fade 
away entirely by mid-year. However, given the low base of 1983 economic 
activity, there should be some, albeit small, real growth in 1984. The 
Governor of the South African Reserve Bank in May 1984 described the 
current status of the country's economy as roughly in the middle of a 

"W" formation rather than on a neater "V" or "U" curve of a business 
cycle. The economy should consequently soon cool down and await growing 
demand for exports to lead into a sustainable upswing. 


The composite index of coincident business cycle indicators fell through- 
out every month in 1982 and continued declining through October 1983, 
the most recent month for which data are available. Leading indicators \ 
started to drop in mid-1981, but reversed that trend in early 1983. 





““Mining 


Though the mining sector accounts for less than fifteen percent of South 
African GDP, sales of gold bullion alone represents more than forty vercent 
of export trade; with the inclusion of Krugerrands, the proportion rises 

to over half. In 1983, total South African gold exports rose in value to 
$9.16 billion compared to $8.08 billion for the previous year. This 
increase reflected both higher production levels in 1983--and the depre- 
ciation of the rand against the U.S. dollar, which effectively boosted 
rand revenues to the country's gold mines. Through the first four months 
of 1984, gold production was up slightly compared to 1983. 


The production index for non-gold minerals dropped by almost four percent 
last year. The value of non-gold minerals produced increased only 
marginally. In value terms, 85 percent of mineral production was exported. 


Manufacturing 


In recent years, the manufacturing industry has accounted for an average 


of almost one-quarter of GDP. It is widely believed that encouragement 
of this sector provides the best prospect of reducing South Africa's 
heavy dependence on gold mining to generate export income. The index of 
the physical volume of manufacturing production climbed by eleven percent 
‘for the year through March 1984. During this period production in seven- 
‘teen of the twenty-nine manufacturing areas surveyed expanded. The 
remaining nine sub-sectors make up one-third of the weighted index. The 
most important areas of reduced activity were textiles (5.2 percent of 
the index, down 4.6 percent), electrical machinery (5.9 percent of the 
index, down 8.1 percent), and motor vehicles (5.2 percent of the index, 
down 16.7 percent). The most striking of expanding industries was iron 
and steel (10.5 percent of the index, up 8.2 percent). 


In the second half of 1983, real private fixed investment increased in all 
sectors except manufacturing. This development reflected continued low 


capacity utilization (less than 84 percent in August) and continued run 
down of inventories. ; 


Agriculture 


The overwhelmingly dominant feature of South African agriculture over the 
past two years has been the most devastating drought in living memory over 
large parts of the country. The situation was made worse in early 1984 

by heavy flooding in some other areas. Due to the drought, agriculture's 
share of real GDP fell from 8.5 percent in 1980 to 8.2 percent, 7.6 per- 
cent, and 6.2 percent in the subsequent three years. Over the past two 
decades, agriculture has contributed a declining share of GDP in any case. 
Jhile the entire economy was growing at an annual real rate of over four 


percent during that period, agricultural output grew at less than three 
percent. 
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The 1984 harvest of maize, which is by far the country's most important 
agricultural commodity, climbed only marginally over the disappointing 
1983 crop of about four million metric tons. For the second year in a 
row, South Africa is being forced to import large quantities of what is 
normally an export commodity. The total cost of lost agricultural 
exports and required imports to the balance of payments will be around 
1.5 billion rand, as it was in 1983. Because the price of imported maize 
is well above the (controlled) domestic price, the local price has been 
increased by some nineteen percent, and a government subsidy prevented 

a much greater rise. Not only is maize an important staple food for the 
country's poorer people, but the price increase will also have a negative 
impact on the fight against inflation. In addition to maize, all other 
summer crops were hit hard by the continuing drought. 


Good early summer (October-December) rains in 1983 gave rise to hope that 
the drought had been broken. The subsequent return to drought destroyed 
that bright prospect. Due largely to conservation measures, the country's 
dam levels were an average 12 percent higher by the end of the summer 
rainy season (April) than they had been a year earlier, but water use 
restrictions will generally remain in force until the upcoming rainy 
season permits a re-evaluation of the severity of the situation. 


Total farming community debt increased by over one-third since the end of 
1981, and despite generous government financial assistance, many farmers 
are technically insolvent. Though it has not happened to a serious extent 
thus far, there is the real danger of farmers simply giving up and desert- 
ing the land. 


POPULATION AND EMPLOYMENT--Employment and Unemployment Both Steady 


Based on the 1980 census and more recent information, the estimated popula- 
tion of South Africa, including the "independent" homelands, was just over 
thirty million in mid-1983. Black South Africans represent about 70 
percent of the total and nearly the same percentage of the employed labor 
force. Most of the economically-active black population and virtually 

all members of other racial groups participate in the country's sophisti- 
cated modern sector. The remaining black population is largely dependent 
on subsistence agriculture (severely reduced by the present drought) 

and remittances received from those employed in the modern "white" economy. 


Even in the continuing recession, South Africa suffers from a shortage of 
skilled manpower, aggravated by the fact that one-third of white workers 
are employed by the government (excluding parastatals). Co-existing 

with the perennial insufficiency of skilled labor, there is also serious 
unemployment among the (largely black) unskilled labor force. Removal 

and reduction of impediments to black geographical and vertical labor 
mobility as well as stepped up private and public efforts to improve 

black education and training have been noteworthy, but current measures 
alone cannot overcome thé problem because they simply do not go far enough. 
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t has been estimated that an annual real economic growth rate in the 
range of 4-6 percent is needed to absorb new entrants in the job market, 
but negative real growth in the past two years has resulted in rising 
unemployment and decreasing employment. Registered unemployment among 
whites, Asians and coloreds at the end of 1983 was less than 1.5 percent 
of those groups' total work force, but this figure was about double 
that of 1982. Total employment in the formal sector fell slowly during 
the year, but in the last quarter was slightly up over the end of 1982. 
Black unemployment is not accurately measured and may be as high as 
thirty percent of the entire population. In the homelands, the situation 
is worse. Between 1977 and 1982, their real GDP rose by 20 percent while 
only a 7 percent increase in job opportunities occurred. 


Organized black labor was accorded legal status in 1979. It is estimated 
that some 500,000 black workers had been unionized by mid-1983. The 
emerging black unions have thus far generally, but not uniformly, pre- 
ferred negotiating at work site and company level, where they have 
relatively greater strength, than in the officially sanctioned industrial 
council apparatus. In 1983, the country's mining industry for the first 
time extended recognition to a black union. 


The upward trend in strikes and other work stoppages since 1979 turned 


around sharply in 1983--due largely to the recession but also partially 

due to greater experience in industrial relations by both employers 

and employees and increased recourse to conciliation mechanisms. Fewer than 
65,000 workers participated in 336 strikes and work stoppages in 1983, for 

a total loss of less than a million man-hours. The comparable figures for 
1982 were over 140,000 workers, 394 strikes, and almost three million 
man-hours lost. 


The wage gap between whites and other racial groups has been slowly 
narrowing in recent years, but the disparity remains great. Excluding 
agricultural workers and domestics, the average percentage of white 
wages and salaries in 1983 was: Asians--48.3 —* Coloreds--34.5 
percent, and Blacks--25.6 percent. 


MONEY AND PRICES--Inflation Stays in Double Digits 


Combatting inflation has been a major domestic economic policy target. 
Despite some moderation in the rate of increase in the Consumer Price 
Index in the second half of 1983 (largely a result of the recession), 
South Africa experienced double digit inflation for the tenth consecutive 
year. 


At the beginning of 1983, the Reserve Bank allowed interest rates to 
fall (from a 1982 peak in prime rate at 20 percent) to 14 percent in 
March 1983 in view of a then high gold price, an associated current 
account surplus, and comparatively low nominal interest rates offshore. 
Private demand for bank credit surged, and the government made temporary 
recourse to bank credit to finance its budget deficit. The money supply 
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(M>) leapt by 27 percent in the first half of the year. Capital outflows 
and the falling gold price persuaded the authorities to tighten up finan- 
cial markets, and the prime rate reached twenty percent once more by 

the end of the year. By a carefully orchestrated series of liquidity 
control measures, prime was held at that level until late March when it 
went up to 20.5/21 percent. The Reserve Bank is likely to keep prime 

at or higher than its present level for some time to restrain excessive 
consumer demand for credit, but it has also predicted a fall in interest 
rates by the end of the year. 


Early this year the Finance Minister stated that he thought an inflation 
rate (as measured by the CPI) of less than nine percent was obtainable 

in 1984. On a year-on-year: basis, the ten percent monthly increase in 
February 1984 was the lowest in more than five years. Driven by increases 
in administered prices, a one percent increase in General Sales Tax 

and drought-related food price increases, the downward trend reversed in 
March; by April the year-on-year rise was back up to eleven percent. 
Anticipated further food price hikes and another three percent GST 
increase (on most items) in July will insure yet another year of inflation 


in double digits, though quite possibly below 1982's twelve percent plus 
average rate. 


The average rate of inflation has decreased substantially since its record 
high of 15.2 percent in 1981, the last year of positive economic growth. 

It remains, however, two to three times the present rates in South Africa's 
trading partners. If the rate cannot be brought down signficiantly before 
the start of the next expansionary phase of the business cycle, South 
Africa will run the danger of an inflation/rand depreciation cycle. Though 
spotty progress has been made, South Africa appears unwilling/unable to 
tackle seriously the structural causes of inflation, such as apartheid, 
protection of inefficient domestic industries, other questionable govern- 
ment intervention in the economy, and concentration of economic power. 


GOVERNMENT FINANCE--A Tough Year Ahead 


The South African Government's fiscal year runs from April 1 through the 

end of March. Overall government expenditure in the current fiscal year 

is to rise 9.4 percent over actual FY 83/84 spending, less than the current 
and expected rates of inflation. Total projected expenditure represents 

an increase of almost eighteen percent over the original expenditure 
estimate for FY 83/84. FY 83/84 expenditures were five percent over their 
Original target; for several years expenditure overruns have demolished 
official commitments to financial discipline. Institution of a tri- 

cameral parliament in 1984 (admitting Asians and Coloreds, but not Black 
South Africans, into national political life) will add a new strain on 
government financial resources, which apparently was not budgeted for. 

The published budget relies heavily on an increased tax burden on com- C 
panies and two one-time devices as well as counting on fiscal drag to 
increase revenues by over fifteen percent. 





ry 


9 


Given the recent history of budget overruns, few believed that the stated 
FY 84/85 expenditure target was realistic. This view was reinforced when 
less than six weeks after the budget announcement, the Finance Minister 
declared a three percent increase in General Sales Tax, effective July l. 
With this rise in GST, the Minister also exempted some basic foodstuffs 
entirely from the tax. He blamed a falling gold price and worsening 
drought for the latest GST hike, but said the hike would insure a before- 
borrowing budget deficit of less than three billion rand, or three 


percent of GDP. Fiscal policy will thus join monetary policy to dampen 
excess domestic demand. 


BALANCE OF PAYMENTS--Current Account Troubles Again 


After a record four billion rand deficit on the current account in 1982, 
the balance of payments picture began to improve dramatically in the 
middle of the following year. Surpluses were recorded on both the trade 
and current accounts in the first three quarters of 1983 despite the 
effects of drought, but a surprising fourth quarter surge in imports, 

in some measure a lagged effect of relatively easier monetary conditions 
of the first half of the year, produced deficits of about one billion 

rand on both accounts for the quarter. In the event, early 1983 expecta- 
tions of a one to two billion rand surplus on the current account were 
frustrated as the fourth quarter performance brought down the surplus 

to less than three hundred million rand for the year. Preliminary figures 
reveal a continuation of deterioration in the current account--a seasonally- 
adjusted annualized deficit in the neighborhood of three billion rand in 
the lst quarter of 1984. 


With the abolition of the "financial" rand (the currency unit that had 
been used by non-resident investors) in February 1983 and the simultaneous 
removal of foreign exchange controls on non-residents, a combination of 

a strong rand, relatively low investment yields in South Africa and the 
disappearance of the automatic discount of the financial rand, there 

ensued a net selloff of one billion rand in foreign-held securities 
listed on the Johannesburg Stock Exchange; net sales then fell dramatically 
in the fourth quarter. Long-term capital inflows on behalf of government 
and quasi-government entities failed to offset the outflow from the private 
sector, with the result that the basic balance was thrown into its third 


consecutive annual deficit, albeit the smallest deficit in the three- 
year period. 


Foreign exchange controls remain in force for South African residents, 
threatening unwanted changes in domestic liquidity if and when the price 
of gold fluctuates rapidly and the foreign value of the rand moves in 
tandem. It remains the intention of the South African authorities to 
remove remaining exchange controls, but they are unlikely to do so until 
the country has accumulated a comfortable reserve position. 


In September 1983, the authorities for the first time allowed the country's 
gold mining houses to hold their dollar earnings (for one week) rather 
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than accept immediate conversion into rand. The purpose of the move was 
to improve the functioning of the foreign exchange spot market and was 
accompanied by the end of Reserve Bank quotation of a "guiding rate." 

In the early experience with the new regime, Reserve Bank market inter- 
vention was moderate and occasional. Greater activity, however, was 
evident in June 1984 when the rand plunged to a record low against the 
American dollar. 


In the 16-month period ending in April 1984, the rand depreciated by just 
over 15 percent against the American dollar. The rapid fall of the rand 
is attributed to the fall in the dollar-gold price and the persistent 
strength of the dollar, particularly since and including the fourth 
quarter of last year. These exchange rate developments, naturally, are 
good for exporters, in particular the gold mines, but have the opposite 
effect on importers and inflation fighters. 


In November 1982, South Africa was accorded IMF facilities in the amount of 
one billion SDR. With rapid improvement in the country's balance of pay- 
ments, only SDR 795 million had been drawn (all in 1982) when South Africa 
announced that it would make no further drawings and repay the drawings 
already made earlier than called for if economic developments permitted. 

As a gesture to the IMF, South Africa had prepaid SDR 50 million by 

October 1983. With the balance of payments in its current state, further 
early repayments are not likely. 


Foreign exchange and gold reserves reached their 1983 high in February at 
almost four billion dollars, ended the year lower by about $1.4 billion, 
and were also at about that level at the end of April 1984. 


OUTLOOK--Modest Recovery in 1984 


With South Africa's brief and fragile domestically-based mini-recovery 

due to run out of steam around mid-year, the country will return to the 
recessionary conditions that have been characteristic of most of the past 
two years, awaiting the long-anticipated, sustainable export-led recovery. 
Unless there is a now unexpected significant sustained rise in the gold 
price, the next upward phase of the South African business cycle will 
probably not get underway until. early 1985. Typically, economic upswings 
in the South African economy are preceded by a rise in personal savings 
(now at an historically-low rate and still falling) and a.large increase 
in export earnings which generate domestic income and jobs. Just the 
Opposite developments have taken place recently. Though economic recovery 
abroad had a favorable effect on exports in 1983, it was not sufficient 
to stimulate a sustainable domestic upswing. There is also some question 
of whether advanced economies have not become so reoriented towards 
technology/services and away from traditional "smokestack" industries 
that even when these economies boom they will require relatively less of 
South Africa's primary commodity exports than they have in past upswings. 
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Starting off from the low base of 1983, there should be some real economic 
growth in 1984, if only because conditions can hardly become worse. Even 

a third consecutive year of drought, for example, could hardly reduce 
agricultural output below its severely depressed level of 1983. Mining 

and some areas of manufacturing should benefit from a continued improve- 
ment in export demand, though construction, largely impervious to the 
previous two years of recession, will finally suffer the experience of most 


of the rest of the economy. It now appears that real GDP may grow by two 
to three percent in 1984. 


Wages and salaries will probably keep pace with inflation but not increase 
Significantly in real terms. Public sector wage increases of about 17 
percent in early 1984 will put pressure on the private sector to follow 
suit, but declining profitability, reinforced by fiscal measures in the 
present government budget, will lead to stiff resistance from private 
sector employers. 


Fiscal drag (with no increase in personal income tax rates, government 
revenue from this source is expected to climb by some 25 percent this 
fiscal year), much higher indirect taxes (the rate of GST has already 

been upped by two-thirds in 1984), higher interest rates for at least most 
of the year, and some finite limit to personal dissaving and borrowing will 
finally depress sales of consumer purchases that can be postponed. A real 


, increase of one percent in private consumption in 1983 should become a 


' Slight decrease in 1984. On the other hand, government consumption, fueled 


by the large salary hikes granted to the civil service and the realities 
of South Africa's new constitution, as well as further relief demanded by 
agriculture and other "unforeseen" needs will force increases in this area 
of Gross Domestic Expenditure. 


Following a real decrease of almost nine percent in gross domestic fixed 
investment in 1983 (an eleven percent drop in the private sector) and 

some increase in the utilization of the productive capacity of manufactur- 
ing in the second half of the year, some new investment in manufacturing 
will take place in 1984. However, a coming return to sluggish demand 
conditions should bring about an overall real drop in investment in the 
manufacturing sector again this year. The six percent fall in real public 
sector investment experienced in 1983 should be reversed in 1984. 


As measured by the CPI, inflation will not drop off significantly in 1984, 
as previously predicted by both private sector and government economists. 
Administered price increases (not the least of which was for maize) in 
early 1984, expected drought-induced food price hikes, and the large 
increase in GST have already virtually insured a 1984 average CPI rise of 
10-11 percent, for the eleventh consecutive year of double-digit inflation. 


By declared intent, monetary and fiscal policy are to work together to 
squeeze excess domestic demand out of the economy. The latter, however, is 
likely to be contractionary only on the revenue side, while government 
expenditure surely cannot but exceed the rate of inflation. 
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Under present circumstances, it appears likely that the current account of 
the balance of payments will return to surplus some time in the second half 
of 1984. The large rise in imports during the fourth quarter of 1983 and 
the first quarter of 1984 should be reversed thereafter. At the same time, 
export demand for non-gold minerals should continue to grow during the 

year in response to a continued high level of economic activity abroad. 
With the current account expected to return to surplus by the end of the 
year and the public sector probably successfully looking for long-term 
foreign loans, there is likely to be a surplus on the basic balance in 


1984. Short-term capital flows will depend heavily on movements in the 
gold price. 


The future external value of the rand, which reached a record low against 
the American dollar in mid 1984, will be determined in the short-run by 
the gold price, the relative strength of the dollar and the rate of U.S. 
inflation, all of which are, of course, intimately related. In recent 
years, the course of the gold price seems to have become less affected by 
international political developments. There is little present evidence to 
suggest a likely significant or sustained rise in the metal's price (to 
well over $400 per fine ounce) in the near future. Over the longer-term, 
South Africa's rate of inflation, not likely to fall greatly, if at all, 
under present circumstances, will exert a stronger influence on the 
foreign value of the rand. 


IMPLICATIONS FOR THE UNITED STATES--Not a Period of Strong Growth 


for U.S. Exports 


As usual, in 1983 South Africa was our most important trading partner in 
sub-Saharan Africa and among our more important trading partners in the 
entire world. According to South African statistics, in 1983 the United 
States regained first place as both a supplier of South African imports 
(R2.5 billion) and a purchaser of that country's exports (R1.8 billion). 
(In the previous year, the United States held second place as an exporter 
and third as an importer.) Following the U.S. in importance as an exporter 
‘in 1983 were West Germany, Japan and the United Kingdom, in that order. 
All three supplied South Africa with close to or more than two billion rand 
worth of goods. In order of importance as importers, Switzerland, Japan 
and the United Kingdom followed the United States, in that order. Among 
major supplier countries, only imports from Japan were (slightly) higher 
than their 1982 value, while 1983 purchases by the United States and 
Switzerland were greater than in the previous year. 


On the basis of U.S. data, two-way South Africa/U.S. merchandise trade 
was more than $4 billion in 1983. Our exports fell in value, however, 
by more than ten percent, while American imports from South Africa in- 
creased by just over three percent. The comparable figures for all sub- 
Saharan U.S. trade in 1983 are a fall of twenty percent in U.S. exports 
and a twenty-four percent drop in the value of U.S. imports. 
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the first quarter of 1984, American imports from sub-Saharan Africa 
surged by about 50 percent over the same period in 1983, while our exports 
grew by only a very modest four percent. During the same guarter, 
American purchases from South Africa exploded to $826 million (an increase 
of 77 percent), and our sales were up $189 million (a 44 percent increase). 
This left South Africa with a bilateral trade surplus of over $200 million, 
compared to a surplus of under $40 million in the first quarter last year. 


Given this situation and likely developments in the American and South 
African economies during the remainder of 1984, it is to be expected that 
South Africa will enjoy its first annual bilateral trade surplus with the 


United States since 1980 despite a second year of large maize imports, 
largely from the U.S. 


Despite the relatively poor outlook for the growth of U.S. manufactured 
exports in the short-term, there are, nonetheless, some bright prospects 
for American exporters. With a rapidly growing population and an inability 
to forego or postpone purchases of non-durable goods, South Africa will 
be a good market for food service, and processing and packaging equipment. 
The local industry is constantly searching for high quality new products 
in consultancy, automatic industrial kitchen products equipment, refrig- 
eration units, prefabricated kitchens for labor and housing developments, 
and processing equipment for meat, baked goods, fish, beverages and 
frozen and specialty foods. Strong competition in this market will be 
éncountered by alternative European suppliers. 


Though temporarily dampened somewhat by the current recession, South 
Africa's normally thriving modern sector, plagued in the past, now, and 
for at least a considerable future period by a shortage of skilled labor, 
will require increasing reliance on automatic data processing capability. 
Both computer hardware and software will be increasingly in demand. The 
United States is the traditional leading supplier in this field though 
special American licensing requirements have encouraged South African 
buyers to diversify their sources. Even under present conditions, a 
private South African trade association has estimated the 1984 market for 
business equipment to be well over one billion dollars. In subsequent 
years, the market can only grow. 


Increasing urbanization and the accompanying desire to save time in a more 
rapid pace of life experienced by all sectors of the population will present 
a wide variety of franchising opportunities, fast food and do-it-yourself 
activities prominent among them. Demands for better medical care and 
general health facilities are similarly growing throughout the country's 
population. The most likely areas of rapidly growing demand include: 


cardiology, operating room, pediatric, therapeutic, and clinical labora- 
tory equipment. 
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South Africa is an importer of capital equipment generally. By late 1984 

or early 1985, the country's mining and manufacturing sectors should be 

about to launch on a new investment cycle. In addition, if the South 

African drought is broken with the next rainy season, demand for agricultural 
equipment, depressed for two years, should be reinvigorated despite that 
sector's heavy burden of accumulated debt. 


AMERICAN BUSINESS PRESENCE IN SOUTH AFRICA 


Consistent with a worldwide decline, the book value of American direct 
investment in South Africa fell in 1982. Having increased for several 
years running, largely through retained local earnings, the total value of 
such investment in South Africa fell from about $2.6 billion at the end 

of 1981 to $2.5 billion at the end of 1982 and $2.3 billion by year end 
1983. 


There are approximately 350 affiliates of American companies now operating 
in South Africa. U.S. companies continue to show interest in increasing 
existing investments or investing in new ventures in the country. These 
investments are principally attempts to capitalize more fully on markets 
previously treated only as export markets or to secure markets against 
protectionist measures. 


American companies considering investment in South Africa should take into 
account the effect of the country's unique economic, social and political 
circumstances, including the system of legalized racial discrimination, 

on the prospects for long-term stability. Potential and present American 
investors should also give careful consideration to relations with their 
black employees. The U.S. Government strongly urges U.S. firms to assume 
responsibility for the adequacy of worker compensation to permit decent 
standards of living for all employees. It supports the Sullivan Principles, 
which call for fair and equal treatment of all employees, advancement of 
black workers and assistance with community development to improve the 
quality of their lives. The U.S. Government believes that all American 
companies in South Africa should voluntarily adhere to the Sullivan 
Principles. We believe that efforts by the Sullivan signatory companies 


to improve the conditions of their employees have been both highly laudable 
and successful. 


SPECIAL MARKETING CONDITIONS 


While the United States maintains normal commercial relations with South 
Africa and U.S.-South African trade is generally unrestricted, the U.S. 
strictly adheres to the UN Arms Embargo, which prohibits sales of arms, 
ammunition, military equipment and some specialized machines and tooling 

to South Africa. In addition, a validated export license is required for 

the export to South Africa of aircraft and certain U.S.-origin commodities, 
parts, components, and technical data for military and police entities, L 
and computers for certain government consignees (per the U.S. Export 
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“ “Administration Regulations). U.S. firms selling in South Africa may wish 
to consult the Department c@& Commerce, the U.S. Embassy or Consulates 
General in South Africa regarding the current regulations. Provision of 


nuclear related goods or services are controlled by the Department of 
Energy. 


The Export-Import Bank of the United States (EXIMBANK) does not make direct 
loans to South African buyers of U.S. goods and services. EXIMBANK may 
guarantee loans for South. African purchases of U.S. goods and services, 
subject to the conditions of Section 1 (b) 8 of the Export-Import Bank Act 
of 1945 as amended (the Evans Amendment). The State Department established 
a new procedure for granting certification required by the Evans Amendment 
in 1982 and two South African companies received this certification by 
mid-1984. Applications for certification are available from the State 


and Commerce Departments and the Embassy and Consulates General in South 
Africa. 


Further information on trading with and investing in South Africa is avail- 
able in the U.S. Department of Commerce's Overseas Business Report, 
"Marketing in South Africa.” 


Standard commercial assistance and guidance in employment practices for 


South Africa are available from the U.S. Embassy and Consulates General 


in South Africa and from the U.S. Departments of State and Commerce in 
Washington, D.C. 
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